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The fact that the rate of interest is lower in this country than in these foreign countries is at the same time the efficient cause of the export of our capital, and also a symptom that the capital exported is of the nature of a surplus. The profit that is obtained on these foreign investments is so much addition to the national revenue or dividend, and being redistributed in the country increases the demand for labour including productive labour.
Holland, in Adam Smith's day, had made the nearest approach to free trade (though still very remote from it), and not only derived its whole wealth, but a great part of its necessary subsistence from foreign trade including these foreign investments. As illustrating his breadth of view it may be mentioned that Adam Smith asserts that the republican form of government seems to be the principal support of the grandeur of Holland. The great mercantile families, the owners of great capitals, have some share or influence in the government, and are thereby induced to live in a country in which less profit is to be obtained. "The residence of such wealthy people necessarily keeps alive, in spite of all its disadvantages, a certain degree of industry in the country. Any public calamity which should destroy the importance of these wealthy merchants would make them remove their residence and their capital to some other country, and the industry and Commerce of Holland would soon follow the capitals which supported them." *
1 Book v. chap. ii. part ii. art. iv.